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time of need* By the act each bank on commencing
business was bound to deposit in the United States
Treasury bonds of the United States bearing a certain
proportion to its capital* In return the bank was entitled
to circulate notes equal to the par value of the bonds
deposited, but not exceeding the market value* Thus
the note circulation of the country was made to depend
largely on the amount of the national debt. After the
Spanish War, instead of providing a new basis for note
circulation, the Government extended a large part of the
maturing debt for thirty years* In 1900 by an act of
Congress the 3, 4, and 5 per cent* loans were converted
into 2 per cent* bonds at par, to run thirty years* Up
to this time, says Mr* White :

44 It had always been the policy of the Government to pay its
interest-bearing debts as soon as possible in order to avoid un-
necessary burdens upon the taxpayers* Thus the 5-20 bonds
issued during the war were made redeemable at any time after
five years, but payable at the end of twenty years* Under this
system the Treasury could use its surplus revenues to pay bonds
at par instead of buying them in the market at a premium* * * *
Now nearly $550,000,000 of the public debt was put beyond the
chance of extinction for nearly a quarter of a century, except by
purchase in the open market* The Government paid a bonus of
nearly $50,000,000 on the old bonds, of which it recovered less
than $2,000,000 as premium on the new ones/'l

Mr* White adds that the loss was enormous* For
example, a surplus of $240,000,000 in 1907 might (but
for the refunding) have been applied to the extinction of
debt, and thus annulled the interest on that amount*
" The excuse for this kind of financiering was that if
the Government's interest-bearing debt were paid, there
would be a shortage of bonds to be held as security for
national-bank notes/'

1 White, Money and Barikmg, p* 403*